ABSTRACT---
Since Subsidiary was insolvent, the $0.9M loan was transferred to domestic Parent for less than the face amount and, thus, will be subject to the original issue discount ("OID") rules. For as long as the loan remains unpaid, domestic Parent would be allowed to amortize the amount of the OID as a deductible expense over the life of the instrument.
The Parent Company, on the other hand, would have to include a corresponding OID into income. When domestic Parent pays the $0.9M to the global Parent in satisfaction of the debt, domestic Parent will have a corresponding expense deduction and the global Parent will have an equivalent income inclusion.
Pursuant to IRC Section 336, Subsidiary will have to recognize gain or loss on the distribution of property to domestic Parent pursuant to its liquidation. However, since Subsidiary was insolvent at the time of its liquidation and it was a service business, Subsidiary did not own any property items that had appreciated substantially from the time of domestic Parent's purchase of Subsidiary. As such, for purposes of this case note, an assumption is made that Subsidiary did not recognize any gain or loss upon liquidation under Section 336.
Under Treasury Regulation §1.1502-32, domestic Parent's basis in JGT will have to be adjusted to reflect Subsidiary's distributions and Subsidiary's items of income, gain, deduction, and loss for the period when Subsidiary was still a member of the consolidated group. A subsidiary is considered affiliated if both the ownership test and the gross receipts test are satisfied.
3 Clearly, the ownership test is satisfied since Subsidiary was wholly owned by domestic Parent. 1 Since JGT was insolvent at the time of its liquidation, the amount realized is zero.
Furthermore, the gross receipts test is satisfied if more than 90 percent of Subsidiary's aggregate gross receipts for all tax years when Subsidiary was in existence were from sources other than royalties, rents, dividends, interest, annuities, or gains from sales or exchanges of stock or securities.
5
Since Subsidiary was a service business organized to provide advertising and consulting services, the majority of its gross receipts were derived from sale of such services. Thus, gross receipts test is also satisfied and domestic Parent can claim a worthless stock deduction under Section 165(g)(3).
6 Such loss will be considered ordinary for federal income tax purposes. Finally, if global Parent consolidated group were to have a loss for the year-ending December 31, 2009, Subsidiary's portion of that loss would be disallowed, since its liquidation was a taxable transaction. 
